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PROCEEDI NGS

MR. SACKS: | think it probably makes
sense to take care of the two remaining First Day
Orders on DI P and cash collateral before we turn to
the year-end DI P and cash col |l ateral

THE COURT: Al right.

MR. SACKS: The ordinary course
professionals. The U S. Trustee's office has raised
an issue with respect to the accountants on the I|ist
and we're prepared to delete the accountants and nake
an application, if appropriate, under 327(a) rather
than 327(e).

THE COURT: You have a coupl e of
account ant s.

MR. SACKS: The first two.

THE COURT: You're crossing them off
the list?

MR. SACKS: Yes. Oher than that,
just wait to hear the other objections and respond to
t hem

THE COURT: M. Masunoto.

MR. MASUMOTG  Your Honor, with the
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accountants being renoved, | think our office was
concerned about certain clarification. W were
concerned that, again, sone of the -- | think sonme of
t he professionals were Canadi an professionals, so we
wanted to make sure -- the representation nade to our
office is although they' re Canadian, they wll be
perform ng services for the Debtor.

The services they may be performng for
the Canadian entities will not be paid by the estate.
| also want identification as to the various | ocal
counsel, which Debtor they're working for

MR, SACKS: Wth respect to the
Canadi an i ssue, | can make that representation. Wth
respect to the specific counsel and which entity they
work for, | have to check back with nmy client on
t hat .

THE COURT: Wiy does the Debtor need
Canadi an counsel ?

MR. SACKS: The Debtor has Canadi an
subsidiaries and fromtinme to tinme in connection wth
t he Canadi an subsi di aries, Canadi an counsel w |l have
to be retained for issues about owning sonething in
Canada.

THE COURT: Are they Debtors? |If
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they're doing work for non-Debtor subsidiaries, why
do they have to be retained?

MR. SACKS: The exanple with respect to
KPM5 it's ny understanding that work was done for
the Debtor in connection with the potential sale of
sonet hing in Canada; but it was the Debtor that was
going to be selling sonething in Canada. That was
work | don't know that's going to go forward in the
future.

THE COURT: Does the Debtor own any
assets in Canada, other than the stock in the
subsidiary?

MR SACKS: No.

THE COURT: Wiy don't we wait to see
t he application.

MR. MASUMOTG  Fine, Your Honor.

Anot her concern was with respect to the -- normally
we have a sort of formaffidavit of disinterestedness
indicating just sort of any sort of contacts, and so
forth, that apply to the professionals and we did
want to see at |east sone statenent regarding their
connections. Furthernore --

THE COURT: Disinterestedness or |ack

of adverse interest?
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MR, MASUMOTO  Under 327(e) |l ack of
adverse interest. Also, as to subsequent ordinary
course professionals, that they at |east be prepared
to fill out that same statenent and file it wth the
Court before they're authorized.

MR. SACKS: We have no problemw th
t hat, Judge.

THE COURT: How do you want to proceed
with that? Do you want to put this on hold until you
submt the Affidavits?

MR. SACKS: One of the things
di scussed with M. Masunoto this norning was
submtting the -- having the Order signed and
submtting the Affidavits and if there is an issue,
we'll bring it back up.

THE COURT: Do you have any objection
to that procedure?

MR. MASUMOTO.  No, Your Honor. | think
that will be fine.

THE COURT: Do you have a formof an
order to sign?

"Il save you an extra trip up here.
Wiy don't we do the other O der

MR. SACKS: | don't know whether there
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was any objection from anybody el se.

THE COURT: As to the business forns.

MR, SACKS: O dinary course
pr of essi onal s.

THE COURT: Yes, sir.

MR. TODER:. Richard Toder, Morgan
Lew s & Bockius for Chase. |'mhere with Scott
Tal madge of the sanme office. Wth regard to the bank
accounts, centralized cash managenent, is that where
we are this norning? | apologize.

THE COURT: You have to speak up it's
hard to hear.

MR TODER: | wanted to nake sure | was
on the right notion at this point, Your Honor. | was
havi ng troubl e al so.

THE COURT: Let nme ask if there is
anybody who wants to be heard with respect to the
ordi nary course professionals notion? Let the record
reflect there is no response. Let's nove on to the
ot her one.

MR. SACKS: On the continuing use of
centralized cash managenent system and bank accounts,
| understand there are specific concerns that parties

have raised. W need to be able to continue to use
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t hese accounts. | think we can deal right now wth
t he i ssues. | know M. Masunpto has this and M.
Toder.

MR. MASUMOTO.  Your Honor, we had asked
the Debtor to confirmfor us that the accounts wl|
be either under $100, 000 protected by FDI C insurance
or they were properly collateralized bank accounts to
qual i fy under Section 345 of the Code.

My understanding is that that is either
applicable to insurance or that they wll conmply with
the collateralization requirenents.

MR. SACKS: That is correct, Your
Honor .

MR. MASUMOTO.  Your Honor, the other
issue is that, as indicated in the notion, the
Debtors indicate they have approxi mately 282 bank
accounts. Normally, as Your Honor knows, our office
generally prefers that Debtors stanp "DIP" on their
checks.

| have been advised and |'ve asked the
Debtors to represent that that's inpractical under
their system and based upon that representation, |
think we'll accept --

THE COURT: | thought all the checks
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were issued by only one bank account.

MR. SACKS: There are 282 bank
accounts, Judge. Each of the --

THE COURT: Doesn't sound |ike a
uni fied cash managenent system

MR, SACKS: It flows up, back out and
back i n.

MR. MASUMOTO  The ot her concern | had,
| thought there had been conversations and
suggestions that there will be certain assets that
wll be Iiquidated and that perhaps certain Debtors
wi |l be Iiquidated.

My inquiry was as to whether or not,
specifically wwth respect to the entities that were
likely to be liquidated, that at |east wth respect
to those they stanp "D P"; nmy concern being that
those are the ones nost likely to be vulnerable in a
case of adm nistrative insolvency, and so forth, and,
therefore, | would have a particul ar concern.

My understanding is, obviously, they're
not liquidating all the conpanies. |If they were a
smal | enough nunber, they could nake an effort in
those cases to stanp "DIP." Again, I'll defer to

counsel



DOYLE REPORTI NG, | NC. - 212- 364- 9516



© 00 N o o b~ w N Pk

N NN N NN P P PR R R R R R
a A W N P O © 00 N O O »d W N -, O

13

RANDALL' S | SLAND FAM LY GOLF CENTERS, | NC

MR. SACKS: Your Honor, | think that
the right time to consider doing that, which we're
happy to consider doing is when we get to a point
where we have an auction notion or sale of property
notion on, which would result in one of the Debtors
ceasing to go fromoperating to non-operating --

THE COURT: Is this issue about
stanping only until they run out of the existing
busi ness forns and then "DIP" is going to be printed
on the new ones?

MR MASUMOTO  Yes, Your Honor. My
understanding is any new checks will be ordered as
Dl P checks.

THE COURT: The problemis they don't
know who is going to be |iquidated now.

MR. MASUMOTO  That's the
representation made. | understand that. | wish to
articulate for the Court nmy concern because we've had
a nunber of cases that | understand were being
adm ni stratively insol vent.

| think in those cases the
admnistrative creditors certainly should have a
right to be well aware of who they're dealing wth.

THE COURT: | guess if they've gotten
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checks, it's not a problem

MR MASUMOTO  Past checks.

THE COURT: How do you propose to
resol ve this?

MR. SACKS: Your Honor, | think --

THE COURT: It's potentially true with
every vendor or every creditor who deals with this
Debt or .

MR. MASUMOTO | understand. | thought
the remedy suggested by counsel is acceptable to the
extent that they've retained Keen. To the extent
they've identified a Debtor that's likely to be
liquidated, that an effort be made in those cases for
t hose particul ar Debtors.

MR. SACKS: | think in connection with
an approval Order, if we have an Order which is
offering for sale, and subject to the Court's
approval, all of the property of a particular Debtor,
so that Debtor will go fromoperating to
non-operating in connection with that Order to the
extent that the checks haven't run out, we can start
stanpi ng t hem

THE COURT: He's saying once you start

mar keting a property, say through Keen, that's the
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point at which creditors should know that conpany is
going to go out of business.

MR. SACKS: It may not. Depends on
whet her the property is sold.

THE COURT: In the ordinary course you
woul d put "DIP" on the checks whether or not it was
bei ng sol d.

MR. SACKS: Understood. | think the
notion of doing that even with respect to 34
conpanies is what we're tal king about, many, nmany
accounts and very heavy adm nistrative burden.

THE COURT: Way would it be less if you
did it once you decided to sell the conpany?

MR. SACKS: | think it's one at a tine
and al so further down the road. W don't know how
long it's going to be before these properties start
to get sold.

THE COURT: Does anybody el se want to
be heard on this?

MR. TODER: On this notion or this
particul ar piece of the notion?

THE COURT: Let me hear the rest.
Maybe it nmakes sense to hear all the objections at

once.
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MR, MASUMOTO  One final housekeeping.
It's nmy understanding that the provision referring to
later filed affiliates will be elim nated.

THE COURT: Your turn.

MR. TODER: Thank you, Your Honor.
CGeneral ly, Your Honor, we have no problemwth the
nmotion, with the relief being sought. | would cal
to Your Honor's attention that on page 2 of the O der
proposed the | ast decretal paragraph on that page
refers to the transfer of nonies between Debtors.

As Your Honor signed this norning a
joint adm nistration for procedural purposes only,
and we have a concern that there should be added to
the Order, a provision that the Debtors will, in
fact, maintain books and records of transfers to and
fromthe respective Debtors or affiliates of the
Debt or s.

THE COURT: | guess | thought that was
inplicit in this. Qbviously it's not authorizing
transfers of rights and property. You're just noving
nmoney around and mai ntai ning records so you know
whi ch Debtors have cl ai ns agai nst whi ch ot her
Debt or s.

MR TODER: |'d feel nore confortable
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were it added to the Order.

MR. SACKS: | have no probl em agreeing
to that and we could wite it into the O der.

THE COURT: Ckay.

MR TODER: May | go a step further,
Your Honor ?

THE COURT: Sure.

MR TODER: | think it's helpful. Wat
| would request is that on a nonthly basis a schedul e
be prepared which shows -- not just prepared, but
dissem nated to parties in interest which shows, in
ef fect, what the pluses and m nuses are so we have a
sense of where the assets are. This could becone
inportant |ater on because different creditors are at
different |evels.

THE COURT: Do you have any probl ens,
M. Sacks?

MR. SACKS: Not other than if it
becones sonething we have to mail out to a mllion
peopl e.

THE COURT: |'mnot asking you to mai
it out to a mllion people. You can attach it to the
nmont hly operating report and you have one creditor

here making a specific request for that. | believe
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he has a |ien.

MR. SACKS: | have no problemif it
doesn't becone an adm nistrative burden.

THE COURT: We'll deal with it if it
becones an adm ni strative burden

MR. TODER: Lastly, with respect to
this notion. Let nme back up. Chase Manhattan Bank
has been the concentration bank and is involved with
a fairly large nunber of the accounts. | have no
i dea what the intent of the Debtor is with respect to
mai nt ai ni ng that goi ng forward.

To that extent | wish to call to the
Court's attention the fact that ordinary customary
fees, charges and expenses will indeed be applicable
and there is nothing in the Order that refers to
authorization to pay that, | think it's ordinary
course. | just want the Court to be aware of it.

THE COURT: Sounds |ike ordinary course
to ne.

MR. TODER: | have no trouble --

MR. SACKS: W're paying the fees and
we'll continue.

MR. TODER: Even if they haven't --

THE COURT: | think you have the
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| everage on that one.

Al right, nowwth respect to the
i ssue regarding the standing, I'mgoing to require
you to stanp the checks anytinme Keen or sonebody el se
starts marketing a subsidiary because at that point I
think the creditors dealing with the subsidiary ought
to know what destined for.

MR. FLEM NG Can | address the Court?

THE COURT: Who do you represent?

MR. FLEM NG China Trust Bank and
China Trust Comrercial Bank. My ability to address
any of the points, any of the notions filed today, is
going to be very difficult because of the |ack of
adequate notice we received. |'m here because --

THE COURT: | hope you have no
objection to the Order of joint adm nistration.

MR. FLEM NG No, not on that, but on
sonme of the nore critical issues. |I'monly here
because we heard fromthe principal that there was
going to be a filing today. | didn't receive any
information fromthe attorneys for the Debtors. MW
client didn't.

| only got sone of the docunents that

are based on this notion by fax about a half hour
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before I left nmy office in Philadel phia to conme up
here for the notion, so we were able to confirmthe
bankruptcy filing thanks to a news wre.

So, ny ability to really address nuch
of what's going to be ruled on today is going to be
substantially conprom sed due to the poor notice that
| received and poor notice ny client received about
what's goi ng on here today.

THE COURT: This is just an energency
hearing. There will be a final hearing in two or
three weeks and you'll have an opportunity to address
those issues then. This is in the nature of a
hearing for TRO

MR FLEM NG | want to nake sure you
under st and, Judge, because | may not be addressing
anything specifically doesn't nean ny clients don't
have sone kind of objection they otherw se woul d have
rai sed today.

THE COURT: | understand. Did you have
t he papers when you canme up on the train?

MR. FLEM NG | have portions | read as
| was com ng up on the train.

THE COURT: Ckay. All right.

MR, SACKS: Do you want us to revise
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the Order?

THE COURT: You can revise it and
deliver it tonorrow, if that nmakes nore sense, but
why don't you do it on notice or at least run it by
the U S. Trustee.

MR TODER. We'll actually mark it up
| don't think it's a big deal

THE COURT: Either one. Frankly, it's
not going to be entered tonight.

MR. SACKS: | can fax a copy to M.
Toder and M. Masunot o.

One ot her procedural issue.

THE COURT: Wy don't you give nme your
first Order, the ordinary course.

MR. SACKS: As | nentioned this
nmor ni ng, we did not have the Zolfo, Cooper retention
this norning. W have it now | know that with the
ot her professionals and it hasn't been served on
anybody and | understand that --

THE COURT: \Wat are they being
retained for?

MR. SACKS: They are financial advisors
to the Debtors. They have been financial advisors to

the Debtors prepetition. G ven what happened this
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nmor ni ng, which was thirty days subject to further
application, 1'd like not to have to.

THE COURT: Wiat's the nonthly anount
you' re going to pay thenf

MR, SACKS: It's an hourly rate, Judge.

THE COURT: An hourly rate. No fixed
anount per nonth?

MR. SACKS: Just checking. It's their
regular hourly rate. Zolfo, Cooper estimates the
first nonth could be $150, 000.

THE COURT: Has the U.S. Trustee seen
t he application?

MR MASUMOTO.  Not yet, Your Honor.

MR. SACKS: W just got it, Your Honor.

THE COURT: Wy don't we -- | have to
give them an opportunity to look at it. It's a |ot
of noney and | suspect it's got sone sort of
indemmi fication provision in it?

MR. SACKS: | know as of this norning
we had taken the other one out.

THE COURT: Has Chase seen it?

MR. SACKS: Your Honor, no one has seen
it. As a matter of fact, |'ve barely seen it.

THE COURT: You're in a perfect
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position to argue for me to enter it. Let's put that
one aside. It can be dealt with tonorrow or next
week or sonmething like that. The parties obviously
have to see it. |If you want to settle it on notice,
| guess, or want to send it out on thirty days'
notice, you can do that.

MR SACKS: 1'd like not to be in a
position to nunc pro tunc it.

THE COURT: |'mnot prepared to sign
it. Nobody has seen it.

MR, SACKS: | understand. Perhaps we
could send it down and everyone can | ook at it.

THE COURT: If you send it down with a
letter that says they didn't object and U S. Trustee
doesn't object, and | don't know who el se would I|ike
to object, that's fine.

MR. SACKS: Thank you, Your Honor.

THE COURT: Ckay.

MR. SACKS: The central purpose for
this afternoon's hearing, Your Honor, is the notion
to approve the financial package, financial package
whi ch includes the use of cash collateral on an
energency basis for sone period of tine, say three

weeks, so that there is -- but whatever that period
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of timeis --

THE COURT: This is just an energency
heari ng.

MR, SACKS: Yes. Interimenergency
hearing subject to a final hearing. The final
hearing I think needs to be after a Creditors
Commttee is appointed, which | understand wll be
about a week fromnow. Then as quickly thereafter as
the parties want, but in terns of the ability of this
Debtor to survive, that two or three-week period, it
needs the use of cash collateral.

THE COURT: How much cash coll atera
are you going to need in the next three weeks?

MR. SACKS: The projections.

THE COURT: | haven't seen any
proj ections.

MR. SACKS: The projections for the
next three weeks, which show a need for a little bit
north of $7.1 mllion in ordinary expenses.

THE COURT: 7 point what?

MR, SACKS: 7.1.

MR. TODER:  Over what?

MR. SACKS: Three weeks.

THE COURT: By then there should be a
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conmi ttee and counsel.

MR. TODER:  Your Honor, when the
appropriate tine cones, I'mgoing to ask for certain
relief which I think will address nmany of the
concerns of the Debtor, but not all, but it's sort of
before we get too far into the interstices of the
DIP --

THE COURT: Can you spell it?

MR. TODER: At sonme point | would like
to address that, Your Honor.

THE COURT: | just want to find out
what it woul d be.

MR. SACKS: | can hand up a copy.

THE COURT: Do you have copies for --

MR, SACKS: | do. | think |I actually
al ready sent this over to Morgan, Lewis. Can | mark
this as Debtors' Exhibit 1, Your Honor?

THE COURT: Gkay. Thanks.

(The above descri bed docunent was

mar ked Debtors' Exhibit 1 for identification,
as of this date.)

MR, SACKS: This basically shows about
$8.2 million in receipts.

THE COURT: Do the dates indicate the
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week endi ng?

MR. SACKS: The week endi ng, Your
Honor .

THE COURT: Have you basically spent
all the noney that you were going to spend by the end
of May 5th, by the end of that week?

MR. SACKS: In looking at this list, |
believe that the closing costs referred to as
$500, 000 are the closing costs with respect to the
interimapproval of the DIP financing. That has not
been spent.

THE COURT: Ckay.

MR, SACKS: Basically, this conpany
shuts down wi thout the use of that cash. The cash is
for keeping the business going. It's in everybody's
interest for the business to keep going.

THE COURT: \What do you propose to give
the prepetition | ender?

MR. SACKS: There's two different
t hings being given. Wth respect to Chase, we
believe that Chase is not fully secured. W have
offered in the proposed Order a replacenent lien to
Chase as adequate protection to the extent that they

have valid perfected lien, the sane type of property
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as to which they have currently valid perfected first
liens. Wth respect to the other nortgagors --

THE COURT: When you say Chase is not
secured, do you nean that the cash is not their cash
collateral or that they are not validly secured in
ot her things?

MR. SACKS: Three things. There are
three aspects of that, Judge. The first is with
respect to the properties that have been given to
Chase as their security, nmuch of which are | easehol ds
or --

THE COURT: That's not going to be
liquidated in the next three weeks.

MR. SACKS: | understand that. This
really goes to -- in terns of even the level of their
security, the question is whether they're fully
secured. Are they entitled to sonmething nore? At
least in ternms of the original discussions --

THE COURT: You just told ne they are
under secur ed.

MR SACKS: Yes.

THE COURT: Do they have a security
interest in the accounts receivable, the inventory,

the things you'll be turning into cash in the next
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few weeks?

MR, SACKS: They do, but we believe
under existing law that with respect to the proceeds
of much of what our cash is, that they don't have a
security interest because it is in the nature of
rents and not -- it's -- there are golf balls. The
golf balls are being hit by sonebody and sonebody
pays for hitting them that's not being convert ed.
It's services with respect to that.

THE COURT: The way you usually dea
with that is they get a postpetition lien with
respect to what they had a prepetition lien --

MR. SACKS: That is what we offered.

THE COURT: They don't |ike that.

MR. TODER: That is we would like
sonething better. | will wait until counsel's done.

MR. SACKS: Wth respect to the other
prepetition lenders with security, what | cal
nort gagors, including China Trust, we believe they
are fully secured and we have offered them current
paynent of interest at the contract non-default rate.

THE COURT: \Whose cash collateral are
you using? | thought Chase, that has the lien in the

inventory, the accounts receivable, things you
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normal |y consider as generating the cash collateral.
Does China Trust have any lien in that type --

MR. SACKS: China Trust has nortgages
and with respect to sone properties of sone of these
entities, we're going to be attenpting to sell the
properties.

THE COURT: That's not really a cash
collateral problem though. | nean, | understand it
may be arguably cash collateral once you do it, but
there is going to be an application to sel
properties and we deal with the rights of parties at
that tine.

MR. SACKS: We're surely going to
continue to use the properties subject to their
nor t gage.

THE COURT: You can do that. That's
not cash collateral. | suppose they can nmake an
application for adequate protection. That's not what
we are here for today.

MR. FLEM NG China Trust's position is
t hey have nore than nortgages. They have financing
statenents, as well, fromthe entities, the
subsidiary entities that they lent to and they are

perfected.
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THE COURT: We're not argui ng about
that. W' re arguing about whether they are going to
sell any for collateral or convert any of the
collateral to cash within the next three weeks and it
doesn't sound |ike they are.

MR. SACKS: | think that's unlikely.

MR. TODER:  Your Honor, if | may.

THE COURT: You have to keep your voice
up. | know it's a strain.

MR TODER: | will. First of all, in
answer to Your Honor's question, yes, Chase has the
traditional security interest which covers anything
and everything you could ever cone across in the
traditional security agreenent collateral and | could
go through contract rights, general intangibles,

i nventory, equipnent, you nane it, it's there.

There is a separate issue over and
above the usual, which is traditional cash collatera
whi ch deals with whether or not where you have a
nort gage and you have appurtenant to that nortgage
rents, profits, et cetera, whether or not -- what was
t he exanple given of the golf ball being hit fromthe
property which exists, whether or not that would

qualify as being in the nature of rents, profits and
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such.

THE COURT: Renting golf balls?

MR, TODER: You're renting the use of
the golf balls which |eads to a cash conponent when
sonmeone hands over $4 to get the bucket of balls.
It's an issue and | would suggest it shouldn't be
resol ved this afternoon.

THE COURT: | can't say |'ve ever heard
it put that way.

MR. TODER: That is why they hired ne,
Your Honor.

THE COURT: |'mnot sure that's why
552(b) (2) was enact ed.

MR. TODER: That has vari ous provisions
whi ch protect in the appropriate case.

THE COURT: You have a nortgage on the
gol f balls?

MR. TODER. W have a nortgage on the
real estate and that which cones with it. That has
to be | ooked at on a nortgage by nortgage case.
There are al so concession agreenents of that sort
whi ch we woul d suggest fall within the anbit of
contract rights, general intangibles.

| f they do, Your Honor, as we'll cone
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to later, you'll see that this is, again, an area
where there is a significant disagreenent with the
parties.

What | was addressing before, Your
Honor, is that and let nme state this now, we're not
opposed to the use of cash collateral. W agree with
the Debtor that it nakes sense. It has to be done.

Fortunately, the projections
denonstrate that there is no need for the use of the
DI P financing on an energency basis today. Counsel
w Il argue as to the energency and the exigent
circunstances, but on the dollars and cents of it,
there is no such need and what | was suggesting, Your
Honor, was that with regard to the replacenent |ien,
it ought to be a replacenent lien on all of the
collateral. There is no harm It's only to the
extent that there is dimnution in our collateral.
We can't determ ne that now

It's not right to give -- first of all,
we have a lien, we would argue, on virtually
everything. To the extent we didn't, there is no
reason we shouldn't have it on everything and we can
protect against a problemthat could come up as we

will argue to Your Honor |ater.
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What you shoul d do today on the basis
of three hours' notice, in effect, is to grant the
use of cash collateral until we can schedul e an
appropriate interimhearing wwth respect to the D P
| oan because they don't need the cash.

Just give us a real replacenent lien at
this point and a |lot of things will happen between
this afternoon and this evening and a week, not bad
t hi ngs.

THE COURT: |If they give you a
repl acenent lien, doesn't that undercut their ability
to get DIP financing?

MR. TODER: Good point, and the answer
IS no because what we'll do is add a proviso that
says if Your Honor grants the DI P | oan agreenent,
then, in point of fact, we will automatically go
i mredi ately junior to the DIP |ien.

THE COURT: To the extent you didn't
have a prepetition --

MR. TODER: Exactly.

MR. SACKS: That sol ves one of three
pr obl ens.

THE COURT: That doesn't sound like a

pr obl em
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MR. SACKS: That solves one of three
probl enms. The second problemis that it does not
seemto us that Chase's position or the group that
Chase is agent for ought to be advanced in this
interimperiod. |If they have a perfected lien, we're
happy to give thema replacenent lien in that regard
for the use of cash collateral. |If they don't, they
shoul dn't get one as a result of the use of cash
col | ateral

THE COURT: | don't think anybody is
disputing that. That's the way it generally works.

I n other words, sinplest exanple, if it
turns out they never filed the UCC for the inventory
and accounts receivable and you use it, it's not
their cash collateral and they're not entitled to any
repl acenent liens to the extent you didn't use their
cash col |l ateral

MR. TODER: Reluctantly, Your Honor,
we'll agree to that.

THE COURT: That's probl em nunber two.

MR. SACKS: The last problemis with
respect to the need for DIP financing. W do not
expect to use the DIP financing in the next week or

two, on the one hand.
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On the other hand, as everybody who is
involved in this knows, when you go into Chapter 11
the first thing people do, and it's already started
to happen, is vendors go crazy and they start --

THE COURT: |'ve heard that argunent
bef ore.

MR, SACKS: W had, sonebody reported
to us had conme into one of our facilities and was
trying to physically renove a tank fromthe facility
because they didn't think since it was sold to us
prepetition.

THE COURT: You have tanks?

MR, SACKS: It is a tank that sonething
gets filled with.

MR. TODER: He didn't mean an M 60.

MR. SACKS: The problemw th that is
the notion that we don't have financing in place,
when the world has cone to expect that when you go
in, you get interimfinancing and then there is a
subsequent hearing which will have a very negative
effect wwth vendors, with custoners and enpl oyees.

It is sonething that will have a very negative
effect.

It's not sonething we should suffer for
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the -- what will be with you two or three weeks
nunber one, and nunber two, if sonething bad happens,
we ought to have what is basically just a $4 nillion
line in the interim that if we don't draw on doesn't
cost us anything very nmuch other than the $500, 000
commtnment fee to protect this estate from sonet hing
seriously bad happening in the intervening tine
period. | nmean other than that, it sounds |like we're
al nost in agreenent.

MR. TODER: Would Your Honor all ow
argunment on that point?

THE COURT: Sure.

MR. TODER: | guess, to review things
in the normal situation, in the ordinary course,
ei ght out of ten, you have a situation where in
addition to cash collateral, you absolutely need
dollars and cents so they normally don't have the
| uxury --

THE COURT: He's tal king about, if
not hi ng el se, the appearance of financing.

MR. TODER: | understand and |
recogni ze that. That's why | said in eight out of
ten where we do this, we have a situation where there

is a denonstrabl e need of cash or L/Cs being issued,
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et cetera. W don't have that here and that's
i nportant to note.

Secondly, I'"msort of old fashioned,
Your Honor, and one of the things about this district
as distinguished fromsone other districts is we
don't routinely on the basis of a few hours' notice,
do DIP loans. W normally require there to be sone
real notice.

In point of fact, we did get a draft of
the Order at 4:30 yesterday early evening and we did
start to get the DI P | oan agreenment showi ng up | ater
in the evening, but by the tine | left at 9:30 in the
evening, we didn't have everything. W also had to
di scuss things with our bank group today as to where
it's going. There has been no full tine to go
t hrough this.

What | woul d suggest to you, if this
argunment is to hold forth in every single situation
in which there mght be a DIP which would al ways have
t he emergency, what will we do wth vendors,
supplies, et cetera. Not really.

Al'l that is necessary in the real world
is that you put forth a press rel ease that says

"Congratul ations, want to let you know we have been
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able to use cash collateral. W're going to be
perfect. And indeed the Court has schedul ed an
interimhearing on the DIP request. By the way, that
will be in a week, not in fifteen days or such."

What that does is gives rise to a |ot
of things, not the |least of which is the savings of
$500, 000 that may or nay not be necessary based on
where we are and |'m not suggesting that's ultimtely
where you cone out.

One of the things you'll see in the
papers -- one of the things that you'll see in the
papers, which | know Your Honor has not had a chance
to review thoroughly in the notion, is that in point
of fact there is an open solicitation or at |east
invitation to Chase --

THE COURT: 1've seen that.

MR. TODER: | apol ogize -- to conme up
with a conparable conpetitive DIP. One of the things
that Chase and the other |l enders --

THE COURT: How long would it take you
to come up with sonething?

MR. TODER: A few days.

THE COURT: How | ong?

MR. TODER: Assuming it's in the
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affirmative, which | suspect it wll be, | think
we'll come up with sonething by Tuesday, not a big
deal. If you pushed ne, I'll try to do it before,

but as a practical matter, it mght be a little bit
difficult.

Your Honor, what |'m suggesting here is
we do not need a rush to judgnent under the facts of
this case. It just can't be denonstrated and 401(c),
| believe, irreparable neans exactly that and the
normal exanples of that do not include this.

MR. SACKS: Your Honor, we had
di scussions with Chase goi ng back three weeks ago or
So in an attenpt to arrange financing. It didn't
work out. We went to sonebody else. W spent a |ot
of time arranging financing. This conpany needs the
fi nanci ng.

A week -- the cash flow projections
t hat Your Honor has shows two weeks from now cash
bal ance will be $17,000. If we have a lot of rain
bet ween now and then, we m ght be negative or we
m ght have to push sone expenses around, but it's not
just a matter of cosnetics.

THE COURT: | guess, you know, either

we can adjourn the DIP financing with an
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understanding that -- we can adjourn the D P
financing for a few days with an understandi ng you
can use cash collateral as we discussed, or you can
go forward today and prove you'll be irreparably
harmed under the circunstances if you don't have a
$15 mllion line of credit today because that's what
you'll have to prove

MR SACKS: It's $4 mllion in the
i nterim period.

THE COURT: That's what you'll have to
prove.

MR. SACKS: Can we take a few m nutes,
Judge?

THE COURT: Sure. Just tell the
reporter when you're ready.

(Whereupon, at this point in the

proceedi ngs there was a recess, after which
t he proceedi ngs continued as foll ows:)

MR. SACKS: Your Honor, what we'd |ike
to do, wwth the Court's perm ssion, and |'ve spoken
to M. Toder and M. Masunoto about this, is put M.
Chang, the Chief Executive of the Debtor, on briefly
to explain why he believes that he needs the D P

approved today and what will happen if the DIP
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doesn't get approved until sonetine next week.

| don't think that will take very |ong
and then M. Toder or anybody el se, M. Masunoto and
Your Honor can ask M. Chang whatever questions and
then we can reflect on what he said or not said.

THE COURT: Ckay. Go ahead call your
W t ness.

MR. SACKS: Dom ni ck Chang.

DOMI NI CK CHANG called as a
W t ness, having been first duly sworn by
the Notary Public, was exam ned and

testified as foll ows:

DI RECT EXAM NATI ON BY MR SACKS

Q M. Chang, what's your position with
t he Debtors?

A ' mthe chai rman and CEO of the
conpany.

Q To your understandi ng, under your
agreenent with Magten and Pachol der, the current
proposed DI P | ender, when was the first $250, 000 fee

due?
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A It was yesterday.

Q Was it paid yesterday?

A No.

Q Do you believe, to your understandi ng,

as soneone involved in the business, that there is a
ri sk that Magten and Pachol der would wal k fromthe
deal if they weren't paid their $250,000 and the

ot her $250, 000 on approval ?

A Clearly. As a matter of fact, we
t hought they were going to be short termtine frane,
we only have a day or so to pay.

Q | can't hear you, so | know they can't.

A Based on ny understanding of the term
sheet, we had one day to accept this transaction and
pay the commitnent fee $250, 000.

Q Was there a period of tinme, prior to
the tinme you negotiated the proposed DI P financing,
where you had di scussi ons, where you and ot hers on
behal f of the conpanies had di scussions with Chase
concerning potential D P financing?

A Yes.

Q Were there conpetitive alternatives on
the table at the tine you were negotiating with

Chase?
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MR. TODER: Excuse ne, Your Honor. |
hesitate to rise, but | thought the purpose of this
was to reflect on whether there was an irreparable
harm bet ween today and 4,5 days fromtoday. | don't
beli eve the negotiations with Chase have anything to
do with that.

THE COURT: | guess you're arguing that
he's going to lose his existing financing and their
w llingness to cone up to the plate.

MR. TODER: | accept that and didn't
object to the portion that dealt with his financing,
but when he goes on to the history of Chase, it seens
it's different. The docunents speak for thensel ves
with regard to the other points.

THE COURT: \What are you trying to
prove?

MR. SACKS: |I'mtrying to prove what
you said, Your Honor, that in negotiating with Chase
at a tinme when there is no other conpetitive
alternatives, the proposals we get from Chase are
unaccept abl e for this business.

What we're concerned about and what |
believe M. Chang will testify to is that we are

concerned, that Magten and Pachol der wi || di sappear
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and the serious wllingness for Chase and its group
to make a very conpetitive proposal will then
di ssi pat e.

THE COURT: Right now the present offer
is the only offer on the table. That's what |I'm
consi deri ng.

MR. TODER: | accept that.

THE COURT: | haven't heard Chase cone
up and nmake a counteroffer

MR. SACKS: The issue is whether there
is arisk of irreparable harmin this financing not
bei ng approved today, the risk of that if it's not a
approved today, since we haven't paid the $250,000 as
requi red that Magten and Pachol der will wal k.

W will be in a position on Monday or
Tuesday that we have no alternatives on the table and
no guar antee what we get from Chase will be anything
renot el y approachi ng accept abl e.

THE COURT: | under st and.

Q M. Chang, what was the nature of the
Chase proposal that was nmade back in the tine period
before there was --

THE COURT: You don't have to go

t hrough that because Chase hasn't nmade a proposal
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MR. SACKS: They nade one before.

THE COURT: Right now the only proposal
is the existing proposal. | understand that. [|'m
not counting on Chase to cone up with anything.
mean, | can't gauge the likelihood that if there is
no financing, Chase is going to cone up to the plate
and offer financing. They haven't done it and this
is the only potential |oan you have right now.

You' ve convinced nme this is the only one.
MR, SACKS: Ckay.

Q At the tinme that you entered into
di scussions with Magten and Pachol der about DI P
financing, why were you interested in getting the D P
fi nanci ng?

A For a coupl e of reasons, Your Honor.
Qur business is very seasonal. It varies cash
flow-w se not only fromquarter to quarter, nonth to
nmont h, but sometinmes week to week dependi ng on
weat her.

One of the reasons we want to use --
have the DI P financing are several-fold. One, for
ener gency purposes, in the event it does occur.

Second, is in the event for dealing

with vendors for their -- our ability to get
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products, our enployees making sure they're confident
there is financing out there, their checks won't
bounce.

As a matter of fact, Your Honor, for
the cash flow that was introduced before on a weekly
basis, we have $2.8 million in receipts and this
particul ar week, total expenses about $3.5 mllion,
of which $2 million is payroll. Tonmorrowis a
payrol | day, Your Honor. Qut of the $2.8 nmillion
recei pts, the banking group collectively has
coll ected about a mllion dollars out of our checking
account, today, this week.

THE COURT: How much cash do you have?
You have to nmake payroll tonmorrow? How nuch is the
payrol | ?

THE W TNESS: Payable tonmorrow i s going
to be a mllion dollar hit. |1'mnot sure we have
enough cash.

THE COURT: How nmuch noney do you have
to make the payroll?

THE W TNESS: Around the country we
didn't sweep past couple of days because of --
because of the -- because we have not sweeped the

accounts yet and even the accounts we only attenpt to
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sweep, there is no noney left in there because it was
t aken away by the banks.

MR. SACKS: Let me see if | can
clarify this, Your Honor.

THE COURT: Ckay.

Q M. Chang, in terns of the projections

we marked as Debtors' Exhibit 1, has the Debtor been
able to collect the $2.8 nmillion which were projected

for this week?

A No.
Q Wiy was that?
A Because it's not avail able in our

checki ng account around the country.

THE COURT: \Where do you get the $2.8
mllion fronf

THE W TNESS: Your Honor, if | can
step up there.

THE COURT: Let me ask your |awer
" m | ooking at the schedule and | see --

THE WTNESS: On the top.

THE COURT: $3 million in total
operation. That's the receipts?

THE W TNESS: On top under receipts
week of May 5th is $2.8 mllion.
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THE COURT: | see. That's what your
expected receipts are for this week?
THE W TNESS: Correct.
Q You said approximately a mllion
dol l ars was taken fromthe accounts of the operating

conpani es before the parent conpany could sweep the

account s?
A Correct.
Q By whom was that taken?
A | believe it's between Bank of Anerica,

whi ch we have deposit relationship with about a third
of our locations and | believe about another third
whi ch was Chase.

Q So you're down about a mllion dollars

from what you expected?

A Down about 1.8 or so expected.
Q $1 mllion | ess than what you expected?
A That is correct.

THE WTNESS: Your Honor, around the
country we have 4,000 enpl oyees, and as you know
we're very people oriented business here. One of the
key things, | think, to our ongoing operation is
protecting the assets we have in this conpany,

enpl oyee nust get paid.
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DI P financing, you don't know how rnuch
this will do for the confidence of our enployees in
terms of our ability to pay the payroll and checks
wi |l be cleared.

THE COURT: Do you have enough noney to
make the payroll tonorrow? That's what |' m not
under st andi ng.

THE WTNESS: |'msorry?

THE COURT: |s there enough noney to
make the payroll tonorrow?

THE W TNESS: No.

THE COURT: How much nore do you need?

THE WTNESS: | believe probably
$500, 000 that | can estimate m ninal.

THE COURT: Ckay.

Q Have there been any issues with respect
to vendors since the Chapter 11 petitions were filed

t hi s norni ng?

A Absol utely.
Q What i ssues were those?
A Even before the filing this norning,

we, because of our declaration of default by the
banks of failure, default due to failing to pay

interest, we have our key vendors stopped nmeki ng
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delivering products for us, cancelling our products
and we coul dn't service our customer properly.

Q The notices of default that you got
were from whom and when?

A W have gotten one from Chase on
Tuesday by fax and we have gotten one from Bank of

Anrerica on Tuesday by fax.

Q Tuesday, May 2nd?
A Correct.
Q Have there been any issues with respect

to vendors today as a result of the filings?

A Absol utely.
Q What i ssues were those?
A Well, we have nore -- on the | ocal

basis we have a lot of small nom and pop suppliers
that refuse to do business with us.

THE W TNESS: Your Honor, one of our
busi nesses is famly entertai nment centers which we
do, m ght sound unbelievable to you, but we do 40 to
50 birthday parties a day on Saturday and these are
parties for kids fromanywhere from3 to 12 years old
and the party could be rangi ng anywhere from 15 to 20
kids and food that we need to serve over next weekend

are nom and pop food suppliers.
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THE COURT: How nmuch do you need to

spend on the noney, for instance, for birthday
parties. You have to be nore specific about the
expenses in order for me to determne that they are
truly emergencies; if you don't pay themyou'l
suffer irreparable harm

Q M. Chang, is it a matter of how nuch
you have to spend or a matter of whether the vendors
W Il do business with you because you don't have DI P
fi nanci ng?

A | think a vendor will not do business
Wi th us because they don't see the ability to
continue paying for them Wth the D P financing, we
can denonstrate for the vendors with $15 mllion D P
financing avail able on day one will ease their
concern in the future, near future that we have the

ability to pay the bills to them

Q How do you think the approval of
interimDI P financing will affect vendor confidence?
A Absol utely.
Why ?
A Because, you know, we have dealt with

vendors for the last eight nonths. Your Honor, we

really don't want to be here and the fact that we are
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here because we couldn't work out the financing terns
wi th our collective banks, but during the eight
mont hs while we're under very short streamin terns
of cash, we can see the vendors' deteriorating
relationship with us and not providing the product
for us to continue to do our business in the regular
way and without this DI P financing, vendors will stop
dealing with us and then I think our assets woul d
deteriorate very quickly.

Q M. Chang, if the DI P financing

proposal is not approved today and Magten and
Pachol der wal k, do you believe that you're going to

be able to find alternative DIP financing in the

short ternf
A No.
Q | s your business seasonal ?
A Very seasonal
Q Where are they now in ternms of that?
A We're predom nantly a golf conpany and

second and third quarter is typically our best
quarter. W're going to begin the m ddle second
quarter. That's when we need the nost product and
services to maintain our facilities.

Q Now, if the DIP financing isn't
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approved today, Magten wal ks and you can't get an
alternative over the short term what inpact wll
t hat have on your season?

A First of all | can't nmake payrol
tomorrow. That's ny imedi ate need. | have 4,000
enpl oyees over the country. That's nmy nunber one
obj ective here.

MR. SACKS: | have nothing further,
Your Honor.

THE COURT: Cross-exam nation.

MR, TODER: May | inquire, Your Honor?

THE COURT: Sure.

CROSS- EXAM NATI ON BY MR TODER

Q M. Chang, when did you enter into a
commtnment letter agreenent with Magten?

A | believe this was executed yesterday.

Q You were actually one of the DI P

|l enders, is that correct?

A | was asked to be one.

Q Did you agree to serve in that
capacity?

A As a | ender?
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Q
A

Q

Your Honor?

Q

Yes.

Yes.

Thank you.

MR. TODER: May | approach the w tness,

THE COURT: Sur e.

| show you this docunent and ask if you

could identify the docunent.

A

evi dence, Your

evi dence.

Yes.
VWhat is it?
This is the term sheet.

Is this actually the commtnent letter,

Correct.
MR TODER: I'll offer that in
Honor .
THE COURT: Wiy don't we mark it first?
MR. TODER: | apologize. Mark this as

THE COURT: Chase A
Show it to counsel

VMR TODER: ['I]l offer this docunent in

MR. SACKS: No objection.
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THE COURT: Received.
(The above descri bed docunent was

mar ked Chase Exhibit A in evidence,

as of this date.)

Q M. Chang, did | correctly understand
your testinony that unless the DI P | enders receive
$500, 000 wi thin one day, i.e., today or tonorrow,
that they can wal k?

A Correct.

Q | refer you to page 2 of the term sheet
and specifically to the commtnent fee. Could you

read that paragraph?

A "That's $250,000 and the commtnent fee
shal | be payable in cash upon delivery by" -- I'm
sorry ny eyes aren't good -- "lender of this

commtnent |etter and execution thereof wthin, nust
occur within five business days of the day of your
offer.”

Q Wth regard to the next paragraph,
which is the closing fee, could you read that as
wel | ?

A Sure. "$250,000 closing fee shall be
deened for all purposes to be fulfilled, earned and

nonr ef undabl e by | enders upon closing of the D P
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facility shall be payable on closing.”
Q So $250,000 is going to be payabl e upon
the closing of the transaction; is that correct?
A Correct.
Q So if the closing of the transaction

and the DIP Order is not entered until next week, for

exanple, | take it the noney is not due?
A Correct.
Q Ckay.

THE COURT: When was the first $250, 000
due under the commtnent |letter?

MR. TODER: Wi ch nust occur, we know,
five business days of the date hereof.

THE COURT: \What's the date of the
letter?

MR, TODER: May 2nd. It was executed
yesterday, Your Honor, May 3rd. He said it was
executed yesterday. That was the testinony of the
W t ness.

THE COURT: Ckay.

Q You testified, did you not, that you
woul d be unable to neet payrolls tonorrow?
A Correct.

Q Did you execute an Affidavit in
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connection wth the filing of these petitions?

A Yes.

Q When was that executed?

A Thi s was yest erday.

Q It's dated today and sworn to as of

today, | refer to page 27
A |"msorry, last night we were at the
time law firmvery | ate.

Q No problem | was just correcting you.

It's not neant in any harsh way. | refer you to page

4, paragraph 6 of your Affidavit executed today --

A kay.

Q -- which says, in part, "According to
the Debtors' projections, which assuned the Debtors
can use cash collateral on the terns descri bed
herein, there will not be a need, absent unforeseen

ci rcunst ances, to draw down on the postpetition

financing."
A That's what | put.
Q | s that accurate?
A That is correct. But also

unf or eseen --
Q Coul d you just answer ny question?

A Ri ght .
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Q You were going to say there was sone
unf oreseen circunstance, go ahead expl ai n.

A Because, like | said before, on the
cash flow report today, we distributed around here,
we fully anticipate we have $2.8 nmillion to be used
for this week and it was not available. That's
unf or eseen.

Q The anobunt that you believe you have is
$1.8 nmillion?

A Roughly. That's what was estinmated,
yes.

Q The payroll you said is approximately a

mllion dollars, is that right?

A That's due tonorrow, but don't
forget --
Q | understand, but is that correct?
A Correct.
Q Wth respect to the $500, 000 that you

had referred to as a disbursenent in connection with
the coonmtnent and closing fees, to the extent that's
not due tonorrow, then you would not be obligated to
pay that aspect; is that correct?

A Correct.

Q Is it your testinony, by the way, that
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as of today, you're uncertain whether you have $1.8
mllion? You don't know how rmuch noney you have?

A W have not sweeped the noney yet, so |
don't know how nmuch noney we have.

Q What has hel d you back from sweeping
t he noney?

A First of all, because we're uncertain
in ternms of our banking accounts, we're uncertain
because really we have been trying to prepare for
this bankruptcy. |'mnot just sure where we are in

terms of our sweeping.

Q Have you ever been in bankruptcy
bef ore?

A No.

Q Are you an expert on bankruptcy?

A Absol utely not.

So, to the extent that you testified
about what you think the effect will be of bankruptcy
on your suppliers and such, that's based not on

know edge of bankruptcy but just your own thoughts?

A It's based on ny experience of the | ast
f ew days.
Q You testified that since the filing of

t he bankruptcy, this norning, vendors nostly nom and
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pops, have approached you with regard to concerns
that they have; is that accurate?

A | don't think so.

Q Did you speak to any vendors today as
to whether or not they were going to do business with
you goi ng forward?

A | spoke to our managi ng office which
t hey had informed nme these vendors have cone and
tal ked about it.

Q Did you obtain specifics as to the
particul ar vendors and the anounts that they were

going to supply you?

A No, sir.
Q To the extent that the enpl oyees are
paid, | take it they won't be concerned about their

check. They woul d have the noney in hand.

A If they were paid, they wll be.

Q Have you taken any steps to advi se them
of what you are going to be doing to assure them
going forward that there will be funds avail abl e?

A We have spoken to our enpl oyees and --

t he managers not enpl oyees directly, but nmanagers,
that we're lining up DIP financing, so we'll be on an

ongoi ng basis that we should be able to have.
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Q Is it your testinony that if in point
of fact the DIP | oan is approved next Tuesday or
Wednesday, and not at 5 o'clock tonight, that your

business will be irreparably harnmed?

A | do believe so.
Q Do you have any facts to support that?
A Vell, | know because we're a cash

busi ness. W're 4,000 enpl oyees around the country,
okay. Payroll paychecks, they're small paychecks,
adds up to a mllion dollars, so on, but the
paychecks is one the people depend on the nost.

Q | f your paychecks are made and the
enpl oyees are paid, then would you state and aver
that the enployees are likely to be com ng back on
Monday regardl ess of whether the DIP | oan is approved
t oday or next Tuesday?

A |f they were paid, | think, and they
have the confidence of will continue to be paid, |
think they will be there.

Q Ckay.

MR. TODER: | have no further
gquesti ons.
THE COURT: Anyone else want to

gquestion?
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CRCOSS- EXAM NATI ON BY MR, FLEM NG

Q Have you ever done business with Mgten

or Pachol der before?

A No.

Q How did you find then?

A Through our law firm Fried Frank.

Q Do you know i f they found anyone el se
who is a DIP | ender other than those two?

A | have no know edge.

Q So they may have been the only DI P

| enders that your attorneys talked to on your behal f?

A That's not correct. W spoke to other
D P | enders.

Q Chase?

A Chase, one of them W spoke to GVAC.
We spoke to GE Capital, Heller.

Q Has any vendor approached you or anyone
el se at your conpanies stating that unless you
produce a DI P financing agreenent they would not do
busi ness with you?

A l"msorry. | didn't understand your

guesti on.
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Q Has anyone told you they wouldn't do
busi ness with you unless you have a DI P financing
agreenent approved by the Court?
A No.
Q | f you don't have to pay that half
mllion dollars to Magten and Pachol der until after

Fri day, you do have the noney to nake payrol

t onor r ow?
A "' m not certain.
Q But are you prepared to say that you do

not have the noney to neet payroll tonorrow?

A Based on what | was told, we don't have

sufficient to handle the entire mllion dollar
payrol | .
THE COURT: You do or don't?
THE W TNESS: W don't.
Q You're about half a mllion dollars
short, correct?
A That's what | understand, yes.
Q Your projections included a half
mllion dollars payable to DIP | enders, correct?
A Correct.
Q | f you don't have to pay that until

next week, you do have the half mllion dollars for
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tonorrow, correct?
A Al so we have ot her expenses that need
to be paid this week which checks are issued.
Q | f you don't get your DI P financing
agreenent approved, are there sites that you know
will be shut down as a result of the denial that the

DP financing is --

A |''mnot certain. | know there will be
i npact on it.
Q Can you identify sites that you wll

have to shut down between now and say next Tuesday or
Wednesday that you woul d have to shut down because
the DI P financi ng agreenment was not approved?
A "' m not certain.
MR. FLEM NG | have nothing el se
THE COURT: Anyone el se?

CROSS- EXAM NATI ON BY MR MASUMOTO.

Q M. Chang, | just wanted sone
clarification on the figures on the budget that was
produced. Under the colum May 5th in the
di sbursenents for operations, there is

payrol | -operations and | believe the figure is 1.7 --
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A Ri ght .

Q -- mllion. So, when you say there is
a mllion dollar payroll, you're saying part of it is
covered?

A No, no payroll basically, out of the

one point there is total of alnmpst $2 million payrol
and --

MR. SACKS: You need to talk up, not
have a private conversation

A The $2 million, roughly, payroll, a
mllion of it will hit tonorrow and the other mllion
dollars will be hit over Monday and Tuesday, when
checks are bei ng presented.

Q So the mllion dollars you're talking
about is a mllion dollars would have to be avail able
i mredi ately tonorrow?

A Correct.

Q The bal ance over the next couple of
days, Monday or Tuesday of next week?

A Correct.

Q Wth respect to, again in that sane
colum on May 5th, there is an entry for professional
fees, $925, 000.

A Correct.
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Q What's that for?
A That' s paying our consultants Zolfo,

Cooper and law firm Fried Frank.

Q You were planning to pay themtonorrow?
A That's al ready paid.
THE COURT: | assune it's a retainer.

THE W TNESS: Ret ai ner

Q This was the prepetition retainer. You
don't need any further anmounts to neet that $925, 000?

A Not for the consultants, no.

Q The line entry below that |ist
identified as "ot her operating expenses," there is
$150, 000 |i st ed.

THE COURT: Wy don't you show him or
give the witness an extra copy.

Q Under the $925,000, there is an

operating expense figure --

A Ri ght .

Q -- of $150, 000?

A Correct.

Q What types of expenses are included in

t he ot her operating expenses?
A These are general supplies,

mai nt enance, repairs.
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Q |s there any reason why -- |I'm | ooking
across that sane line -- on the first colum, Apri
28th you have $628,000, May 5th is $150,000, may 12th
$549, 000 and going down | see no other figure close
to $150,000, why is it 150, 0007?

A Because we don't have the cash to pay.

Q So, in other words, you're paying |ess

than the full amount of your expenses due for

t onor r ow?
A Thi s week.
Q What expenses aren't you paying that

you would normally pay if you had the cash avail abl e?

A These are supplies, contracts,
| awnnower .

MR. SACKS: Keep your voice up. |
can't hear you, M. Chang.

A These are supplies, like typically
mai nt enance contracts, could be the food vendors.

Q So, again, ny question, is your
inability to pay nore than $150, 000, does that i npact
upon the revenue that you're collecting? Wuld you
be collecting greater revenues if you were able to
spend the $500, 000 that seens to be about the

aver age?
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A Absol utely, it would inpact our revenue

the foll om ng week, not this week.

Q So that will be the revenue for My
12t h?

A Ri ght .

Q To what extent?

A Hard to estimate.

Q | guess the reason |I'mquestioning is
t hat your revenue stream | ooking at receipts, 2.8 for
April 28th, 2.8 for May 5th, 2.761 for May 12th, that
woul d seemto be a reduction of $40,000. |Is that the
ef fect of not spendi ng $500, 000, not collecting
$40, 000 in receipts?

A No.

Q But you're not able to quantify the
anmount ?

A No.

Q | note that on May 19th you are again

projecting receipts of $2.7 mllion?

A Ri ght .

Q That's after the prior week expense of
$549, 000?

A Correct.

Q So | guess I'mstill not able to
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under stand why the reduction in expense paynents for
May 5th at $150, 000, how that inpacts upon your
receipts.

A Well, potential will be inpact nore
t han what shows up here. Basically, the receipt
estimate is based on the | ocal managers' plan which
was devel oped by | ast year and then on a nonthly
basis and then translated by our financial analyst on
a weekly basis and being validated on a weekly basis.
| npact the receipts expectations up there is based on
our plan of which was devel oped the end of |ast year.

Q You're not able to exactly quantify the
anount of receipts you woul d have been able to
achi eve had you been able to spend $5007?

A Qur, inability to spend $500, 000
potentially would reduce the revenue receipt that we
have on the top |ine here.

Q Wth respect to your opening cash
bal ance, under May 5th you have $835,000 |isted on
this sheet. Is that currently what you have on hand?

A " m not sure.

THE COURT: Wen will you know how mnuch
nmoney you have in the bank right now?

THE WTNESS: Typically we sweep around
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the country Thursday or Friday. Today is Thursday,
Friday. Usually we know what our cash avail able
turned over the country.

THE COURT: Wen will you know, for
i nstance, the result of the Thursday sweep?

THE WTNESS: Typically we'll sweep --
shoul d be about now, yes.

THE COURT: Wen will you know? When
wi |l you know how rmuch you have?

THE WTNESS: By the end of this
afternoon. One of the reason why we said we know
it's going to be short because we knew sone of the
recei pts have been garni shed early on this week by
the two banks by a mllion dollars.

THE COURT: | don't understand that.
Can you explain that to ne?

MR. SACKS: Accounts that the Debtors
woul d ordinarily sweep and then prepetition put it
into a Chase collection account and then reborrow,

i nstead of sweeping it and now that they're in
Chapter 11 not putting it into that account but

hol ding it pending the cash collateral hearing since
they are in default, the banks, the deposits, have

taken it and reduced their | oan bal ance, to the tune
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of about a mllion dollars.
THE COURT: They basically set off?
MR. SACKS: Yes.
THE W TNESS: Ri ght.
MR. MASUMOTO  Your Honor, | have no
further questions.
MR. TODER:  Your Honor, would you
i ndul ge nme just one or two nore questions?
THE COURT: You mght -- we will wait

until he's done and then you can redirect.

CONTI NUED CROSS- EXAM NATI ON BY MR TODER

Q Your financial advisor?
A Zol f o, Cooper.
Q Did they assist in the preparation of

this docunent, which is Exhibit 1?

A Yes.
Q Are they famliar with that docunent?
A Yes.

MR. TODER: No further questions, Your
Honor .

THE COURT: Ckay, go ahead.

MR. SACKS: Your Honor, first, |
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haven't offered Exhibit 1 yet. 1'd |ike to.
THE COURT: Any objection? Hearing
none, it's received.
(The above descri bed docunent was
mar ked Debtors' Exhibit 1 in evidence,

as of this date.)

REDI RECT EXAM NATI ON BY MR SACKS

Q M. Chang, did you hear about the $1

mllion sweep by the banks from your accounts after

you signed the Affidavit |last night at Fried Frank?

A Yes.
Q Do you still have Chase Exhibit A the
letter agreenent? 1'd like to direct your attention

to two portions of it that M. Toder didn't direct
your attention to. The first page down towards the
bottomthere is a sentence that begins "in addition,"”
do you see that sentence?

A Yes.

Q "I'n addition the foll om ng does not
constitute a commtnent on the part of the lenders to
make any | oan or other financial acconmobdation to the

Debtors or any of themunless and until this
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commtnent letter is executed by the Debtors.”

A Yes.

Q Was that your understandi ng when you
first sawthis letter?

A Ri ght .

Q Now, also I'd like to direct your
attention to the |last page, the first full paragraph.
There is a sentence there that says "If the terns and
conditions of this commtnent |letter are acceptable
to you, would you pl ease execute and return the
attached copy hereof, together with your
nonr ef undabl e conmi t nent fee of $250,000, by wire
transfer of federal funds to the accounts and in the
amounts set forth on Schedul e 2 annexed hereto."

A Ri ght .

Q Did you send that $250,000 wire

conpleted prior to the Chapter 11 filing?

A No.

Q So you're not in conpliance with that
sent ence?

A No.

Q | s that your concern, as expressed on

your direct, that if you are not able to pay that

fee, plus the fee on the interimapproval of the DI P
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| oan, that Magten and Pachol der will wal k?

A Ri ght .

Q Now, one |ast thing. You nentioned,
think, that there had been di scussions with Chase,
Capital, Heller and GWVAC. Were there al so
di scussions with CIT concerning a D P | oan?

A That's right, | forgot CT.

MR. SACKS: Nothing further.
THE COURT: Any other w tnesses?
MR SACKS: No, Your Honor.

THE COURT: Do you have any w tnesses?
MR. TODER: May | have one second, Your

Honor ?

THE COURT: Sure.

MR, SACKS: May M. Chang step down,
Judge?

THE COURT: Yes.

THE WTNESS: Thank you

MR. TODER: No further w tnesses, Your
Honor .

THE COURT: Gkay. The evidence sounds

to me they're not going to be able to nake payroll.
Regardl ess of what he said in his Affidavit.
MR, TODER:. Wbuld Your Honor allow a
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l[ittle argument on that?

THE COURT: Sure.

MR TODER It strikes nme that there is
a real issue of credibility as to what he says and
doesn't say and what he does know and doesn't know.
On the one hand, he says he stopped sweepi ng and
he'll knowin a little bit what Thursday sweeps woul d
be.

Put aside the fact that it's
extraordinary that the CEO of the business doesn't
have a sense of what cash he has when he's in
bankruptcy and knows this is a critical issue. Put
aside the fact that he says he didn't have a problem
and is not going to have a problem borrow ng 18

months for this entire facility. Wat it really

boils down to, |I would suggest, were one to put it to
the test, if you will, what's going to happen, the
nmoney's going to be there. | don't have the

slightest scintilla of a doubt about that.

THE COURT: Are you wlling to
guarantee that?

MR, TODER: Fromnme a guarantee is
wor t hl ess.

THE COURT: Not you personally, | neant
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Chase.

MR. TODER: No, | don't think the
burden is on us. \Wat you've got is testinony al
over the board on these various issues and in point
of fact, it's not he who put together and did this
anal ysi s.

He's just testifying about what he's
heard from various spots and said he didn't know.
That's not the testinony of proof of irreparable
harm That has to be denonstrated by clear and
convi nci ng.

THE COURT: | have evidence before ne
they'Il need $2 million to nmake payroll by Mnday. A
mllion dollars tonorrow and a mllion dollars Monday
or Tuesday. Nobody has refuted that. The only
question is how much noney they have and how nuch
nmoney they' Il have by Monday.

MR TODER: It's the weekend. The
guestion is whether they have it today. |It's
perfectly clear we can all take judicial notice of
the fact that golf facilities do best on the weekend.

THE COURT: That goes into the next
week.

MR TODER: \What bothers ne npst about
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this, Your Honor, is that we have to put a prem um on
peopl e com ng up with persuasive credi ble testinony,
not based on "I think, | hear," but what you heard
was exactly that and that's not appropriate for
i rreparabl e standards.

THE COURT: Wbhuld you agree the Debtor
woul d be irreparably harned if he couldn't neet
payrol | ?

MR. TODER: That's why we went al ong
with use of cash collateral. W understood this not
to be a problem Your Honor.

THE COURT: M notes indicate that the
witness testified that the Debtor has $1.8 nmillion
and will have $1.8 mllion.

MR. SACKS: \What the witness said, |
t hi nk, Your Honor, instead of getting 2.8 in receipts
this week, they'Il get 1.8 in receipts this week
because a mllion dollars has been |ost to Bank of
Anerica and Chase because they paid down their | oans;
so that the estimate that was prepared that shows
week ending May 5th starting with recei pts of $2.8
mllionis, in his estimte, based on what he | earned
this norning had been swept out of those accounts by

t he banks reducing their loans, it is dowm by a
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mllion dollars. So, starting -- before he even
starts to sweep, he's off by a mllion dollars.

THE COURT: \What are the disputed
i ssues? Debtor has 1.8. He needs 2.

MR. TODER: No. He has 1.8 for the
week endi ng May 5t h.

THE COURT: Right.

MR. SACKS: The ending cash bal ance was
supposed to be $46, 000.

THE COURT: Let me hear M. Toder.

MR. TODER: My point, Your Honor, is
this. Saturday and Sunday is a trenendous anount of
the business. | don't know the percentage, but we
can nmake our assunptions or ask the w tness what
percentage of the week's receipts are received in
cash on Saturday and Sunday.

What |' m suggesting to you is we've got
$1.8 mllion. The key itemhere is payroll, pure and
sinple. W don't need to have a big sweep on
Saturday. Al they do is what everybody does, is
they have an arnored truck cone and pick up at the
various places. That's what I'mfamliar with, what
they used to do at retail establishnents.

MR, SACKS: Just not what happens.
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MR. TODER: In point of fact, what I'm
suggesting, even if there was 1.8 only, instead of
2.8, and | don't, of course, know that to be the case
because Chase does not set off a mllion dollars,
that | know for sure --

THE COURT: Chase wasn't accused of
doing it.

MR. TODER: Chase set off sone, there
IS no question, but it's not that magnitude, that's
the point. Even if that was the case, it's
i nconcei vabl e for the week ending May 12th which
woul d be on a Tuesday, $2.76 mllion is com ng in.
One could ask, if one wanted to, what percentage of
that is based on Saturday and Sunday revenues SO we
woul d be able to fund a Monday payroll, irrespective
of anything el se, when we're alnost there on a 1.8
for the $2 mllion. That's the point |I'm making,
Your Honor. | didn't think it was quite
controverti bl e.

MR. SACKS: May | be heard, Your Honor?

THE COURT: Sure.

MR. SACKS: The projected endi ng cash
bal ance before this mllion dollars was swept away

was $46,000. Subtract a mllion dollars fromthat
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you're basically a mllion in the hole. Most of the
expenses for the week ending May 5th have al ready
been incurred and it's -- God willing it doesn't rain
this weekend, but | don't think we should put the
success --

THE COURT: It's going to rain
sonewhere and be nice in other places because you
have places all over the country.

MR, SACKS: | think what was very clear
from M. Chang, although he didn't know the exact
anount that will be swept today, which likely could
get worse than get better, he knows he's out a
mllion dollars fromhis projection already and he
knows he has a DIP |ine avail abl e today and doesn't
knowif it will be available on Monday.

THE COURT: Wen will you know how nuch
cash you wll have at the end of the weekend?

MR. SACKS: Tuesday norni ng.

THE COURT: Tell you what concerns ne.
Tell me you only need $500,000 and that's all you may
ever need because the |ikelihood of setoffs of
prepetition bank | oans agai nst postpetition receipts,
| think is unlikely. What |I'mhearing is you're

going to have to borrow $500, 000 and to do that
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you're going to have to pay $500, 000.

MR. SACKS: That's also to keep the
assurance of having the line at all, Judge. That's
not a small point. There was nobody out there to
lend to this conpany before Magten and Pachol der cane
along and it's not a drive equal point.

The fact of the matter is that we went
to five other people, nobody offered us anything
cl ose to acceptable or close to take us through the
W nter as opposed to the sumer when we don't need
them wuntil Magten and Pachol der cane al ong, and |
don't think it's appropriate to risk on Monday or
Tuesday waki ng up and having them say "Forget it."

MR TODER: May | consult with ny
client wwth respect to the alternate DI P point?

THE COURT: Wy don't we take a recess.

MR. TODER:  Thanks.

(Whereupon, at this point in the

proceedi ngs there was a recess, after which
t he proceedi ngs continued as foll ows:)

THE COURT: We had a conference in
chanbers and what |I'mgoing to do is adjourn this
hearing until tonorrow norning at 10: 00. Between now

and 10: 00, Chase has agreed to |l et the Debtor use
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cash col |l ateral

| will ask you to explain the
condi tions so everybody has agreed on what the
conditions are and then we'll reconvene tonorrow
nor ni ng and continue the hearing, if necessary,
addi tional evidence if necessary.

MR. TODER: As adequate protection for
t he al |l owance of the use of cash collateral, Chase
woul d receive a replacenent lien on all assets of the
Debtors subject only to it being to the extent of
dimnution in the value of collateral that it has a
perfected lien on and provided further that in the
event that this Court approves a DIP |oan, then the
liens, replacenent |liens which were granted to Chase
shall be automatically reduced in priority such that
they will be immediately junior to the |liens being
granted to the DI P | ender.

THE COURT: | think you were a little
generous. You didn't nean you'd be subordinated with

respect to property in which you had perfected |iens.

MR, TODER. O course not. This is not
a primng DIP. 1 apologize, thank you, Your Honor.

MR. FIRST: The stuff as to which you
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had a -- first you' d have replacenent of the assets
of the Debtors as to which on a pre petition basis
you had a first and valid perfected lien. As to
whi ch you had a first perfected lien, you' re asking
for granting of replacenent |lien on those assets and
with respect to assets as to which you had a
subordinated lien, you're asking for replacenment |ien
to the extent of that priority and with respect to
the assets as to which you are unperfected you'l
only get replacenent lien to the effect they were
val ues prepetition.

THE COURT: To the extent that you have
a valid lien, you get a replacenent lien with the
sanme priority. To the extent you didn't have a lien
in properly, | guess you're comng in at whatever
position exists the next position, but if there is
another DIP |l ender or DIP | oan, you will drop down
bel ow that DI P | oan on that property.

MR TODER: | think that is correct.

MR. FIRST: On all assets.

THE COURT: He's not agreeing to be
primed on stuff on which he doesn't have a lien.

MR. SCHELER: Brad Scheler fromFried

Frank. M. Toder, we're providing these protections
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and these replacenent liens for the use and
di m nution of cash collateral. It doesn't address
the entirety of your collateral position, because
that's not up before the Court.

MR. TODER: WAit, Your Honor. That's a
fair point because rather than necessitate the making
of needl ess notions, we clearly have coll ateral other
than cash collateral, like real estate and indeed the
papers that --

THE COURT: You want a 363(e) --

MR. TODER: Exactly. The papers put in
was granting replacenent liens with respect to nore
than cash collateral, which is no different than what
you had in your Order

MR. SCHELER: Your Honor, we did a
narrow protection. This is not about our O der.

This certainly isn't our transaction. Al we're
doing tonight is bridging the use of cash coll ateral
until tonmorrow. | respectfully submt we should take
all this up and protect themon the use of cash
col | at er al

THE COURT: Between now and 10: 00
tomorrow norning it's not likely that they'll blow a

hole in one of your |easehol ds.
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MR TODER. | don't disagree. It's a
matter of principle. The Oder they were submtting
to this Court provided, Your Honor, for it to be --

THE COURT: Let nme hear, please. &
ahead.

MR. TODER: The Order that was being
subm tted by counsel for the Debtor today provided
that it was going to grant adequate protection in the
formof replacenment liens with regard not just to
cash collateral but all collateral including cash
col | ateral

THE COURT: \Were are you referring?

MR. TODER:  Paragraph 27, Your Honor.
Page 18. Last line, carried over to the next |ine.

THE COURT: Page 18?

MR. TODER:  Yes, sir.

MR. TODER: Paragraph 27, | think. My
| approach the bench, Your Honor?

THE COURT: |'mlooking at an interim
Order. It does say it's not limted to cash
collateral in the proposed O der

MR. SACKS: It has limtations on the
extent of the liens further in the paragraph.

Only applied to the sane type of
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property.

THE COURT: | don't understand what the
problemis. If you do sonething to their coll ateral
then they have a replacenent I|ien.

MR. SCHELER:  Your Honor, if this was
easy, it wouldn't be -- in the context of an entire
financi ng package, there is no question, no question
what soever, that Chase should be protected fully and
conpl etely.

THE COURT: You're just not willing to
do it.

MR. SCHELER: Between now and tonorrow
when we' re cobbling together an interim arrangenent
and none of us are getting what we want.

We're taking the risk of not being able
t o announce toni ght we have a Debtor in Possession
facility in place. It may not happen tonorrow. It
seens to me M. Toder's client, in simlar vein,
shoul d understand not much is going to happen between
now and 10: 00 tonorrow. We're adjourning over night.

So all 1'm suggesting is that since
there are certain obligations that have to be net, |
will assure M. Toder and his client when we get to

t he point where we hanmmer out an Order, it wll be
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retro to the first day of the case with the attention
it may get.

| want, in the abstract on the fly, I'm
concerned that we'll have created an inpedinent to
what our Debtor in Possession | ender may do and |
don't want to do that. So, Your Honor, to get us out
of here, | have no problem

THE COURT: Al right.

MR. SCHELER: Good. |'m done. One
other thing, | nust informeverybody that M. QGung
had gone out in the hall to nmake some phone calls to
set into notion getting information that the Judge
requested in chanbers. One of the things that he
learned in that is that it appears the $250,000 wre
yesterday went through. 1It's no |longer in our
account and has gone to the proposed DI P | enders.
They don't know if it's arrived, but it's no | onger
in the account.

MR. FIRST: No |onger under the control
of the Debtor.

MR, SACKS: It was wired yesterday
after the close of business and since it was
sonmet hing that could be recalled and woul dn't go

through until this norning after it was filed, we
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told the Debtors to recall it. Although we attenpted
torecall it, it did not get recalled and it's gone
through. W just |earned that.

THE COURT: We can deal with that
t onorr ow.

MR. SACKS: Since we had said the
contrary, we wanted to |l et you know that.

MR. TODER: | appreciate that. | would
| ove to know what account it was, whether it was
Chase or sone other account. Putting that aside, |
find counsel's suggestion unattractive and | would
ask the Court to rule on that.

THE COURT: Wth respect to the use of
cash collateral, you get a lien to the sane extent
that you have a lien. |If you're getting a
repl acenent lien on property you don't have |lien on,
you agree to get it wherever you |line up, whether
first, second or third, depending on the pre existing
liens and if there is a different DI P financier on
that property, you'll drop down to acconmodate the
D P financier.

"1l deal with the |iens on the other
property. M. Scheler is right, it's late to start

dealing with this issue. It's just been raised and |
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haven't asked you to put a notion. 1|'d be inclined
to grant them protection in the event you want to use
their collateral
| will see you here tonorrow norning

and we can tal k about the $250, 000 t hen.
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